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Oil jumps 9% to US$32
as June futures contract
nears expiration
On Monday, the West Texas Intermediate (WTI) for
June delivery jumped more than 9% to a two-month
high, one day ahead of the contract’s expiration, as
production cuts and the easing of stay-at-home
restrictions supported prices, CNBC reports.
“Producers are significantly throttling back output
and, with demand increasing, the market is on a
slow path towards recovery,” said Rystad Energy’s
senior oil markets analyst Paola Rodriguez Masiu.
“Faced with meager demand and unattractive low
prices, production curtailments came faster and
deeper than initially anticipated.”
WTI, the United States oil benchmark, jumped
9.24%, or US$2.72 (RM11.90), to trade at
US$32.15 (RM140.45) per barrel. International
benchmark Brent crude traded 6% higher at
US$34.47 (RM150.60) per barrel.
(Continues on Page 2)

US shale could crush the oil market recovery
Oil markets have taken a beating around the globe, but nowhere has the pummelling been
worse than in the United States shale patch, where the oil price crash plunged the West
Texas Intermediate (WTI) crude benchmark to nearly US$40 (RM174.75) below zero per
barrel last month in a historic rock bottom moment.
The oil price crash was the result of a severe decline in international oil demand thanks to
the spread of the Covid-19, made infinitely worse by an ensuing oil price war between the
leading Organisation of Petroleum Exporting Countries Plus (OPEC+) members of Saudi
Arabia and Russia.
As the two petro-nations duked it out, the global oil glut ballooned to a massive oversupply
and oil storage deficiency that persists today. In the wake of these blows to the global oil
markets, America’s Permian Basin has been swept with a wave of bankruptcies and
fired and furloughed workers. “The US rig count has plunged by 62% from a year ago,”
and is now equal to the number of rigs drilling over a decade ago, in 2009, according to the
Houston Chronicle.
Across the North American continent, the shutting in of wells and overall oil production has
plummeted even faster than analysts predicted, and “the industry is on pace to take about
1.7 million barrels a day of production off the market by the end of June in response to low
prices and full storage tanks,” reports Forbes.
The silver lining to this huge halt in production, both in the US and internationally, is that oil
markets are slowly showing some early signs of recuperation. On Monday, an
(Continues on Page 11)
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Monday’s jump is in sharp contrast to
just one month ago when, on the day
before the contract for May delivery
expired, prices plunged below zero
and into negative territory for the first
time in history. With much of the
world still on lockdown and storage
rapidly filling, people were worried
that there would be nowhere to put
the oil. The contract holders were left
scrambling and ultimately would do
anything, in this case, even pay to
have it taken off their hands.
Since then, demand has begun to
recover, and worldwide suppliers
have reduced output in an effort to
support the market. The Organisation
of Petroleum Exporting Countries
(OPEC) and its oil-producing allies
took 9.7 million barrels per day offline
beginning on May 1, and Saudi
Arabia, Kuwait and United Arab
Emirates (UAE) are among the
group’s nations that have said they will voluntarily cut production further. Beginning in June,
OPEC de facto leader Saudi Arabia said it would take an additional one million bpd offline.
In the US, data from the Energy Information Administration last week showed that
production has dropped 1.5 million bpd below March’s all-time high level of 13.1
million bpd. Gasoline demand has also started to show signs of recovery as states begin to
reopen economies.
The more actively traded WTI contract for July delivery jumped 8% to trade at
UDS$31.89 (RM139.30), while the contract for August delivery traded 7.4% higher at
US$32.33 (RM141.25).
“Almost half a year into the outbreak of the Covid-19 pandemic, which has seen an
unprecedented shock to oil consumption as most the world’s population has been locked in
at home to slow the spread of the deadly Covid-19 illness caused by the virus, oil markets
are reaching a turning point,” Eurasia Group’s Henning Gloystein said.
Oil is coming off its third straight week of gains, but prices are still well below January’s high,
when WTI traded above US$60 (RM262)per barrel.
Gloystein noted that for prices to maintain their upward trajectory, producers will have
to maintain supply cuts into 2021.
Some are less optimistic that the oil market will be able to bounce back. Mizuho’s Paul
Sankey said Sunday that 2019 could have been the peak in terms of demand for oil.
“Behaviour changes are widely expected, particularly lower jet demand,” he said.
18 May 2020, CNBC News1
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Why some Asian NOCs are
sticking to spending plans
The collapse in oil prices has hit the industry hard, and
most oil and gas companies around the world are
slashing upstream budgets this year. However, a
number of national oil companies in Asia, such as
Thailand’s PTTEP/PTT and Indonesia’s Pertamina.
Both Thailand and Indonesia expect demand to rise
over coming years, and, as net importers, still see oil
as a key strategic resource, so they are less
influenced by price signals from the market. There
may even be some enhanced spending as a result of
stimulus policies in the wake of the Covid-19 outbreak.
Thailand’s upstream arm, PTTEP (majority owned by
state-PTT), is protected from the downturn because of
low production costs and high liquidity, according to its
president and chief executive, Phongsthorn Thavisin.
PTTEP would still move forward with its business plan
for 2020 the company is also ready to be “flexible” with
investment plans. PTTEP has allocated US$4.61
billion (RM20.11 billion) for 2020 business objectives,
with the focus very much on assets in or near Thailand.
Phongsthorn said he expected the pandemic and the
global oil price collapse to reduce PTTEP's 2020 sales
volume by less than 5% this year, from earlier
estimates of 388,000 barrels per day (bpd). And in the
case of gas supply, which makes up the largest portion
of sales, deals are largely on a fixed-price basis to
domestic consumers, with predefined volume terms.
Therefore, the company does not expect much impact
on revenue here, and expects to deliver 1.5 billion
cubic feet per day (bcfd) this year as planned.
In Indonesia, domestic price controls are helping
shelter Pertamina, and its recently-expanded
investment plans for 2020 have yet to change.
Indonesia’s President Joko Widodo hopes that
Pertamina can raise investment and output to cut
crude oil imports and prevent further deterioration of
the country’s trade and current account deficits.
Pertamina has a budget of US$7.8 billion (RM34 billion)
this year for business development, up 84% over 2019.
Of this, upstream spending is budgeted at US$3.7
billion (RM16.1 billion), as part of a plan to increase oil
output to one million bpd, according to CEO, Nicke
Widwayati, in mid-March. Pertamina aims to drill 411
wells this year, an increase of 17% compared with
2019, although this is partly due to the departure of
Total from Indonesia, whose assets Pertamina has
now taken over.
(Continues on Page 4)
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Taking stock of the
Covid-19 energy
crisis in Nigeria
Nigeria’s independents are
responsible for about 20% of
the country’s average daily
production, yet they account
for approximately 90% of the
US$8 billion (RM34.9 billion)
debts owed by nation’s oil
producing companies and most
this is owed to local banks.
Many local banks were just
beginning to recover from the dire
effects of the 2016 price crash
which saw the end of some banks
and necessitated central bank’s
intervention to limit banks’
exposure to the sector. With
current prices, many
independents will find it
difficult to cover their debt
obligations thus significantly
increasing the risk of default if
loans are not restructured. A full
blown banking sector crisis may
be looming if this low price trend
of oil persists
Inflation is a great concern.
Nigeria depends on the proceeds
of its crude sales for
approximately 90% of its foreign
exchange (fx) earnings, the price
collapse means a drastic drop in
fx earnings. This in turn has
caused a corresponding spike in
the naira to the US dollar
exchange rate and with so much
uncertainty around the crude oil
prices the market is still highly
volatile. The drop in crude oil
revenue for the nation with little
diversified income would leave
a huge funding gap for
government projects which was
to be financed with a budget
benchmarked to oil price of
US$57 (RM249) per barrel.
14 May 2020, Oil Voice
Full report:
https://oilvoice.com/Opinion/43035/T
aking-stock-of-the-COVID19-EnergyCrisis
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Pertamina also increased its 2020 oil and gas production target in early March to 923 million
barrels of oil per day (bpd), from a 2019 estimate of 906 million bpd, despite the spreading
virus.
While Indonesia is still a net gas exporter, much of the gas produced is sold at home,
where prices are fixed at around US$5-6 (RM22-26)/million British thermal units (mBtu) for
power generation and industry. This is currently more attractive than in the international
market, where spot prices are US$3 (RM13)/mBtu and crude-linked term levels not much
higher.
Downstream, there are also some bright spots in Asia, not least in China, where Wood
MacKenzie expects oil demand to rebound in second quarter (Q2) to 13 mbpd – down just
2.5% year-on-year, with reports of “revenge driving” as consumers travel more extensively
after suffering in lockdown.
Once storage gains are included (which are expected to amount to 2 mbpd this year as
Chinese buyers take advantage of low prices), total demand and imports could still rise this
year: In March China imported a total of 41.1million tonnes (mt), up from 39.33 mt in
2019 – a 4.5% rise; and for Q1 the rise was 5%, up from 121.16 mt in Q1 2019 to 127.19
mt this year.
Chinese gas demand is even firmer, with March LNG imports up by 4% over 2019
levels. And in early May, Wood Mac said it expected China’s liquified natural gas (LNG)
imports to reach 14.2 mt in Q2, up 6% over Q2 2019.
18 May 2020, Rigzone2
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SE-Asia's shift to renewables a blow to Japan
Philippine conglomerate
Ayala plans to exit coalfired power generation
by the end of the decade,
becoming the first major
power company in
Southeast Asia to quit
the fossil fuel. The move
by Ayala’s energy unit
reflects a broader shift in
the region toward
renewable energy,
whose cost is now on
par with that of fossil-fuel power generation. The trend will be a blow to Japanese plant
exporters that relied on the region, including Mitsubishi Heavy Industries.
Mitsubishi Heavy, which makes large power turbines, made about 60% of its annual
consolidated operating profit from its power systems segment in fiscal 2019. About half of
the segment sales comes from coal-fired generation, and Southeast Asia is a key
market. As Southeast Asia reduces its dependence on coal, Japanese exporters of fossilfuel plants, too, will have to adapt to the trend, such as by offering technologies that greatly
reduce carbon footprint.
Fernando Zobel de Ayala, the tycoon atop the Ayala empire, made the case for an exit from
coal in a shareholders meeting of AC Energy Philippines, where he is chairman. “The
company is committed to provide reliable, affordable and sustainable energy,” he said.
“We’re making a commitment to transition to lower-carbon portfolio by rebalancing our
generation portfolio to grow our renewable energy assets.”
Coal makes up 55% of AC Energy’s power generation mix. The plan is to shift to solar and
other renewable sources. AC Energy has already taken action. In May 2019, it sold off
partial stakes in two coal plants in the island of Luzon to a business partner in a roughly
US$570 million (RM2.49 billion) deal. Ayala, whose core business is in real estate, is a
latecomer to power generation. Since entering in 2010, it has built up a business profile
nearly 30% the size of the combined portfolios of three rival conglomerates: San Miguel,
Lopez and Aboitiz.
Coal accounts for nearly 40% of the Philippines’ power generation mix. Although the
government pledged to reduce dependence on fossil fuels, the country has no choice but to
turn to coal to meet energy demand. While the United States and the European Union have
decreased their coal use, the Philippines and Southeast Asia increased their dependence.
Ayala’s rivals are shifting toward renewable energy as well, even if they will not completely
divest of carbon. In Indonesia, a major producer of coal, state utility PLN revealed last
October plans to build no new coal-fired plant from 2028, according to local media.
In the first half of 2019, the addition of solar power capacity in Southeast Asia
exceeded approvals for coal-fired capacity for the first time, according to the
International Energy Agency. The IEA estimates Southeast Asia’s power demand will
double to over 2,000 terawatt-hours over the next 20 years. This growth doubles that of
any other regions.
16 May 2020, Nikkei Asian Review3
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Floating storage shows
signs of slipping
One of the oil market’s most obvious signs of
oversupply, millions of barrels being stored on
tankers all over the world, is showing very
tentative signs of shrinking.
Last Thursday, North Sea oil traders offered
almost 8 million barrels of crude for sale on a
pricing window organised by S&P Global Platts.
Some of the 13 cargoes were previously being
stored at sea. The offers, most didn’t end in
deals, were the first of their kind since a
global surplus began overflowing onto
tankers early last month.
The offers provide an insight into how physical
crude traders view the all-important North Sea oil
market, where prices serve as benchmark for
millions of barrels all over the world. The amount
stored on ships globally is tentatively
showing signs of falling too. It stood at 155
million barrels last Thursday, down from 176
million barrels the previous week, according to
Vortexa, a tanker analytics firm. Though volumes
have fallen, the amount floating is still more
than double what it was two months ago.
“Crude in floating storage is likely to fall first and
fastest upon any demand strength, as it’s
typically the most expensive form of storage
available,” said Jay Maroo, a senior analyst at
Vortexa. In the North Sea alone, there are 10.8
million barrels of oil floating off European
ports, according to Bloomberg data, a level that
hasn’t been seen for a significant period of time.
Fourteen ships are carrying benchmark Brent,
Forties and Ekofisk crudes, while three others
have Norwegian oils and one has Clair crude.
The number of cargoes being offered or sold fell
to 9 shipments last Friday, or 5.4 million barrels.

Saudi Aramco cuts June
crude allocation to
some Asian buyers
Saudi Aramco, the world’s largest oil
exporter, has cut the volume of crude
it will supply to at least three buyers in
Asia by 10%-30% for June, three
sources with knowledge of the matter
said last Thursday.
The cuts were made against volumes
that the buyers had nominated for
June-loading supplies, the refining
sources told Reuters. Saudi Aramco
declined to comment.
The move came after Saudi Arabia
announced it would voluntarily deepen
oil output cuts by additional 1 million
barrels per day (bpd) from June to an
output level of 7.492 million bpd, the
lowest in almost two decades.
The announcement followed a deal
struck by the Organisation of the
Petroleum Exporting Countries
(OPEC) and its allies including Russia
to cut output by an unprecedented 9.7
million bpd in May and June to reduce
excess supply and support prices.
Market sentiment regarding the
tightening of Aramco’s crude supplies
propped up Asia’s spot market for
Middle East sour crude last Thursday
as some sellers doubled or even
quadrupled their offers from the last
trade levels.
14 May 2020, Reuters
FULL REPORT:
https://af.reuters.com/article/energyOilNew
s/idAFL4N2CW2JH

It’s too soon to say if the shrinking floating
hoard will mark the start of a trend, or whether it’s just the ebb and flow of trading. Most
estimates indicate that oil production continues to exceed demand by millions of barrels a
day, implying there’s an excess that still needs to be stored. Nevertheless, the drop in
stockpiles at sea mirrors a sharp reduction in the financial rewards that the oil market
offers those who’re storing.
Pertinently, consistent selling of previously stored cargoes could stifle future oil-price
rallies since floating storage is normally viewed as the sign of an oversupplied market.
15 May 2020, Bloomberg4
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UK renewables a shining success under Covid-19
At a time when huge swaths of the
United Kingdom’s (UK) economy are
suffering from the coronavirus downturn,
one sector is having a relatively good
crisis: renewable energy.
During the past month, records for clean
energy have been broken repeatedly, as
the combination of ample sun and wind,
and low electricity demand has led to
unprecedented level of use of
renewable power in the UK. A new
record for sun power was set in April –
with solar farms powering nearly 30% of
the grid at their peak, due to bright
weather and low pollution.
The UK is also in the midst of setting a new record for the longest period the grid has
ever operated without coal – 34 days as of May 14 and counting. A big drop in electricity
demand since lockdown started in March has pushed some traditional power plants off the
grid entirely, but wind and solar have kept servicing the need as they have preferential
access to the grid.
They accounted for nearly 30% of power generation over the past two months, compared
with 23% of generation for the same period last year, according to data from Drax Electric
Insights. These conditions have created an unexpected glimpse of what the UK grid will look
like in future as more clean energy comes online, according to National Grid. “We have been
planning for operational conditions like those we see at the moment . . . however, the
lockdown has temporarily accelerated these conditions by several years,” said Roisin Quinn,
head of control at National Grid Electricity System Operator.
In a sign of the unusual circumstances, National Grid Electricity System Operator recently
took a nuclear reactor partially offline to maintain grid stability, paying EDF Energy to reduce
output at its Sizewell B nuclear reactor.
“It is definitely an eye-popping moment for the energy business,” said Björn Ullbro, vicepresident at Wartsila Energy Business, a Finnish infrastructure company with UK operations.
“This is a level of renewable power, as a share of the total, that we were expecting maybe in
10 years’ time – and all of the sudden it is accelerating.”
Demand for electricity in the UK has dropped 14% in the past month, while prices are 40%
lower, on average, than the same period in 2019. Although low power prices typically hurt
power producers, most UK wind and solar farms are protected from the volatility of the
market price by subsidies or offtake agreements that guarantee a certain price.
“Power prices have come down significantly, and we are seeing those effects across market,”
said Michael Bonte-Friedheim, chief executive of NextEnergy, one of the largest owners of
solar power in Europe. The company has 720MW of solar operating in the UK and a further
2,000MW under development there.
17 May 2020, Financial Times5
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Oil market is betting
people want crude for
Christmas
The most
wagered-upon
oil prices these
days are for
crude bobbing
at sea on big
tankers or even
still in the
ground. In
futures markets
for both
overseasbenchmark
Brent and West
Texas
Intermediate
(WTI), the main
US price, barrels for December delivery have the
highest open interest, or total number of options and
outstanding contracts.
It is unusual for betting to centre on barrels for
delivery so far into the future. The most open
interest almost always relates to oil for delivery the
next month, or sometimes the month after that. The
situation reflects traders’ aversion toward near-term
contracts as long as the Covid-19 pandemic is
pummelling fuel demand. Front-month WTI futures
last month crashed below US$0 as buyers already
swamped with oil fled the market. The popularity of
the December contracts also indicates optimism
that prices will rebound later this year as
shelter-in-place orders are eased.
In data going back to 2006, there hasn’t been
another instance in which a WTI contract seven
months out had the greatest number of bets
related to it, according to Dow Jones Market Data.
On only one other occasion, exactly four years ago,
has the greatest open interest been in the sixth
Brent contract out, which in that market is
December’s. WTI futures for June delivery rose
5.7% to US$31.11 (RM135.90) a barrel Monday,
their final day of trading. It was the first time the
contracts had risen above US$30 (RM131) a barrel
since mid-April, shortly before oil prices crashed.
Contracts for WTI barrels in December cost
US$33.22 (RM145.10) Monday. A barrel of Brent for
(Continues on Page 9)
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Huge fleet of 117
tankers bringing
super cheap crude to
China
While the rest of the world is
tentatively coming out of lockdowns,
China is taking advantage of the
cheapest crude oil in years to stock
up as demand is starting to return in
the world’s largest oil importer.
At present, a total of 117 very
large crude carriers (VLCCs) –
each capable of shipping 2
million barrels of oil – are
traveling to China for unloading at
its ports between the middle of May
and the middle of August. If those
supertankers transport standardsize crude oil cargoes, it could
mean that China expects at least
230 million barrels of oil over the
next three months, according to
Bloomberg.
The fleet en route to China could be
the largest number of supertankers
travelling to the world’s top oil
importer at one time, ever,
Bloomberg reports. Many of the
crude oil cargoes are likely to have
been bought in April, when West
Texas Intermediate (WTI) Crude
futures even dipped into negative
territory for a day.
Last month, emerging from the
Covid-19 lockdown, China’s oil
refiners were already buying ultracheap spot cargoes from Alaska,
Canada and Brazil, taking
advantage of deep discounts being
offered to China with non-existent
demand elsewhere. China’s crude
oil imports jumped in April to
about 9.84 million barrels per day
as demand for fuels began to
rebound and local refiners started to
ramp up crude processing, Chinese
customs data showed.
18 May 2020, RT News
Full report:
https://www.rt.com/business/488927china-buys-super-cheap-oil/
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December US$36.26 (RM158.40), 7.2% higher than
July’s price of US$33.85 (RM147.90).
As near-term crude prices collapsed, the massive
exchange-traded United States Oil Fund (USO)
spread out its exposure deeper into the calendar.
Since its launch in 2006, the fund had held all of its
assets in one of the two front months of WTI futures.
By Friday, the US$4.1 billion (RM17.90 billion) fund
held US$1.02 billion (RM4.46 billion) of December
futures. Its next-largest exposure was to August
futures, of US$623 million (RM2.72 billion).
Energy traders have done particularly well this year
betting on near-term oil prices to fall while wagering
on rising prices later in the year. So-called carry
trades involving WTI this year have earned better
than 80% on annualised basis, according to Bank
of America Securities analysts. In a note to clients,
they said carry trades have historically performed
well even after supply gluts peak and suggested
such trades as a hedge against a second viral
outbreak.
The opportunity to profit by holding oil back from the
market until prices rise, or at least not losing money
selling crude for less than it cost to extract, stoked a
run on oil-storage capacity as well as oceangoing
tankers. “Our storage is worth its weight in gold,” said
Jim Teague, chief executive of Enterprise Product
Partners LP, which owns pipelines, storage facilities
and export terminals. “Our people have found places
to store crude oil that two months ago we didn’t even
know existed.”
Hess Corp said that rather than shut in its North
Dakota wells, it is storing crude at sea. Hess
chartered three very large crude carriers (VLCCs),
and will fill one of the 2-million-barrel tankers during
each of May, June and July with plans to sell the
cargoes in Asia late this year. The tankers’ cost,
which has shot up during the pandemic, is more than
covered by the higher prices that Hess was able to
lock in hedging in the futures market and by moving
the oil from the domestic market and into the higherpriced Brent market.
“You’re actually getting a value uptick because of
moving it out of the US, where oil is locked up, into a market that will take it,” CEO John
Hess told investors recently.
18 May 2020, Wall Street Journal 6
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Oil market changes tune. Bye,
Super Contango
Oil prices have experienced such a wild ride in the past
few weeks that analysts are describing market dynamics
as “super contango”, which sounds like a dance, but isn’t.
Contango is a way of describing a futures curve in which
prices of an asset that is expected to be delivered
several months for now are higher than prices of the
same asset set to be delivered next month.
A contract for American oil to be delivered next
January trades at more than US$30 (RM131) per
barrel. A contract for a barrel delivered in June
trades at US$26 (RM113.60). That is because people
expects oil demand to be extremely low in the near term,
and thus less willing to pay for it, but they think demand
will rise by next year as Covid-19 restrictions are relaxed.
Super contango is an extreme version of contango that
has happened just a few times since the 1980s, says
Warren Pies, an energy analyst at Ned Davis Research.
The curve hit its most extreme level in late April, when
oil set for delivery in January was trading for twice
as much as oil being delivered in June.
When futures are in contango like now, traders have
incentive to buy at today’s prices and store the oil until
prices rebound. Once enough oil is stored, it theoretically
sops up the excess supply in the market and balances
prices. That became more difficult when oil storage
facilities began to fill up. However, US crude inventories
fell last week for the first time since January, the
Energy Information Administration said last Wednesday.
So the market has loosen up. As oil demand picks up,
the steep curve is flattening with near-term oil prices
rising and longer-dated futures falling. The US$4
(RM17.50) spread between June and January futures
also reduces the incentive for traders to hold oil,
compared with US$10 (RM43.70) spread a month ago.
Pies thinks the change is bullish for oil. “Historically, spot
oil prices rally when the futures curve begins to flatten
from super contango,” he wrote. Super contango has
occurred only six times since 1986, and in five of
those times oil rallied by more than 10% in the next
three months. “On average, oil rallies by about 27% in
the three months following the initial flattening from a
super contango term structure,” he calculated.
15 May 2020, Barrons 7

7

Oil slump puts
pressure on Gulf
states’
currency pegs
The slump in oil prices this
year has prompted some
investors to rekindle bets
against Gulf nations’
currencies, putting
longstanding pegs to the
US dollar under pressure.
Bahrain, Kuwait, Oman,
Qatar, Saudi Arabia and
the United Arab Emirates –
together as the Gulf
Cooperation Council –
have kept their currencies
glued to the US dollar since
the 1970s. That has meant
mirroring US interest rates
and tweaking reserves
regularly to keep the pegs
in place as a cornerstone
of their economies.
Previous efforts by hedge
funds to bet on a potentially
calamitous break have
failed, as GCC countries
have always shown they
have sufficiently huge
reserves of US dollars to
keep the pegs in place.
But some believe this time
may be different.
“The precipitous decline in
oil prices has reignited
apprehensions surrounding
the sustainability of FX
pegs in the GCC region,”
said Ehsan Khoman, head
of Middle East and North
Africa research and
strategy at MUFG Bank in
Dubai.
15 May 2020, Financial
Times
Full report:
https://www.ft.com/content/1c
7263d6-9547-4776-b0df7f0ab442124f

https://www.barrons.com/articles/oil-futures-price-spreads-super-cantango-curve-flattens-51589482152?refsec=oil
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announcement from Saudi Arabia, the world’s second-largest oil producer after the US,
announced that it will impose even more austere production cuts in the coming months, and
markets quickly (albeit modestly) rose in response.
With the production cuts from the Middle East and economic slowdown in the US shale play,
many analysts are bullish about the future of oil markets, with some even predicting “a
massively under-supplied market – to the tune of 5 million barrels a day – by 2025,”
according to Forbes, and others claiming that US$100 (RM426.85) barrels are coming
down the pike.
“But a big question is whether US shale producers could spoil the party by restarting shut-in
production or completing wells the moment that prices rise high to earn any positive cash
flow,” writes Forbes. Julian Lee expressed similar concerns for Bloomberg this week, writing:
“There’s a double risk on the horizon: Just as lifting lockdowns too soon could bring
a second spike in virus infections and deaths, loosening the hard-fought restraint in
oil production too soon risks a second oil-price collapse.” Summing up these
sentiments, just this week Oilprice published the rather succinct headline and assessment
that “US Shale Needs To Slow Down To Survive”.
But the US, by leaving most of the production cuts and austere commitments to OPEC
countries and the Middle East, is endangering more than just its own oil rebound – it’s
endangering the comeback potential for the entire global oil market. “Producers should
focus on emerging from the current crisis with a stronger foundation,” writes Forbes, “even if
that means fewer players and less production.”
17 May 2020, OilPrice.com8

Oil downtrend due to resume?
The oil counter trend rally likely terminated last
Friday. The weekly cycle topped on the 15th, and
there is a projected turning point on the 18th. In the
last year, four of five sell signals have been
accurate. The weekly rhythm has joined its monthly
counterpart on the downside, Forbes reports.
Hedgers are selling oil, a confirmation of a top.
The retracement rally upside targets have been
reached and crude closed at 38.2% retracement level. With both cycles pointing down, the
price decline is likely to resume to at least US$23 (RM100.50). The monthly cycle
points down into November with price targets of US$17(RM74) and US$11 (RM48).
There is no change in these bearish factors:




The monthly bar graph gave a hook sell signal in January. It last occurred at a major
high in July 2008 leading to a bear market. Oil fell by 66% over the next 6 months.
Downtrends in commodities tend to persist
Oil has tended to decline during flu outbreaks.

18 May 2020, Forbes9

8
9

https://oilprice.com/Energy/Crude-Oil/US-Shale-Could-Crush-The-Oil-Market-Recovery.html
https://www.forbes.com/sites/greatspeculations/2020/05/17/oil-downtrend-due-to-resume/#7fe312ba1fd6
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Gulf oil producers well
placed for oil upturn
Before the Covid-19 outbreak, the three largest
oil producers in the Gulf Cooperation Council
(GCC), Saudi Arabia, the United Arab Emirates
(UAE) and Kuwait, had announced plans for
more exploration and production enhancement
projects. They have not been reducing their
capital spending plans, even with market
conditions turning extremely fragile unlike
international oil companies (IOCs), which have
been suffering much in the current crisis.
The cost of oil extraction is relatively less for the
UAE, Saudi Arabia and Kuwait, where it is below
the US$16 (RM70) per barrel mark. Together,
they account for a staggering 17.5 million barrels
per day (mbd) of crude oil production capacity
that is unrivaled by any producer in the world.
The 18% of global market production capacity at
the hands of the three states have provided a
strong negotiating advantage within Organisation
of Oil Producing Countries (OPEC).
Their level of coordination has proved to be very
resilient through decades of constructive
cooperation for the best interests of OPEC as an
organisation and the wider industry. Smaller
producers do not enjoy these competitive
advantages.
The government support to national oil
companies (NOCs) has earned the three
countries greater leverage and confidence in the
global markets while big players such as
Occidental Petroleum struggle with their US$40
billion (RM175 billion) loan.
The NOCs in the Gulf enjoy a much stable
cashflow position and have secured ample
reserves during times of higher oil trading prices.
This has encouraged larger consumers such as
China and India to further turn to GCC crude
imports. Given these conditions, the Gulf NOCs
are anticipated to be the biggest beneficiaries in
regards to global marketshare as Covid-19
lockdowns ease, says Feras Adel Al-Salem,
vice-president of the Kuwaiti Business Council in
Dubai and a writer on energy and environmental
affairs.
18 May 2020, AlKhaleej Today10

10

Saudi Arabia must keep cool
and balance deep oil cuts
with need for gas
Saudi Arabia’s sweltering summer may
complicate the kingdom’s pledge to deepen oil
production cuts. Curbing crude output
means lower production of associated gas,
a byproduct of crude extraction, which
Saudi Arabia uses to power air
conditioners during summer and as
feedstock for its petrochemical industry.
While industry sources do not question Saudi
Arabia’s ability to deliver on the cuts and note
that opening and shutting oil wells is
technically easier for OPEC’s biggest producer
than in other parts of the world, balancing the
supply and demand of gas for the residential
sector and industry is a delicate process.
Because Saudi oilfields pumping lighter crude
tend to produce more associated gas than
fields with heavier and sour grades, where the
cost of production is also higher, the
Kingdom’s oil output will likely drift more
towards these lighter quality grades, analysts
and experts say, potentially worsening the
current global glut of such barrels.
“The shutting down of (some) fields is not
easy because of the gas. But we can reduce
production capacity rates at some fields or
bring forward field maintenance to reduce
output," said one Gulf oil industry source.
A barrel of Arab Light may have an associated
500-600 cubic feet of gas, while a heavy crude
from Manifa may have as little as 90 cubic
feet, he said. Saudi Arabia consumes all of the
gas it produces. In 2018, Aramco produced
8.9 billion cubic feet per day of natural gas and
1.0 billion standard cubic feet per day of
ethane. The cuts from other OPEC+ countries,
could also curtail 15% of ethane-based
ethylene supply in the Middle East or about
1.5 million tonnes, Wood Mackenzie said last
Wednesday..
15 May 2020, Asian Oil&Gas
Full report: https://aogdigital.com/news/478529saudi-arabia-must-keep-cool-and-balance-deep-oilcuts-with-need-for-gas

https://alkhaleejtoday.co/business/97528/Gulf%E2%80%99s-oil-producers-well-placed-for-oil%E2%80%99s-upturn.html
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Saudi Arabia: Where has all the money gone?
Saudi Finance Minister Mohammed al-Jadaan recently
revealed that his government would borrow 220 billion
Saudi riyals (RM253.4 billion) this year. The
announcement sheds light on the country’s rising debt
burden and raises questions about Riyadh’s financial
situation, especially after the kingdom was noted several
years ago as having one of the lowest debt rates
worldwide.
With the largest economy in the Arab world, Saudi Arabia is the only Arab member of the
Group of 20 (G20) industrialised nations, in addition to being the largest oil exporter in the
world. Economic prosperity in the kingdom has attracted millions of qualified Arab and
foreign expatriates to work for Saudi companies and public institutions. As such, the
economic downturn in the kingdom will affect the whole region.
Amid the severe global economic crisis fuelled by the Covid-19 pandemic, Saudi Arabia has
faced a major drop in oil prices and a disruption of religious tourism to its holy sites of Mecca
and Medina, with millions of visitors unable to travel to the country this year to perform
religious rites. Even before the multiple crises that have unfolded in recent months, data
from the World Bank showed Saudi Arabia’s gross external debt at more than US$183
billion (RM799.45 billion) at the end of 2019, up from US$151 billion (RM659.6 billion)
at the end of 2018. That figure will climb further this year.
Still, these numbers remain abstract unless they are compared with previous periods. The
acceleration of debt rates is more important than the sheer amount. The country’s total
external debt has skyrocketed over the past five years: at the end of 2014, a few months
before the start of the Yemen war, it was just under US$12 billion (RM52.4 billion), showing
that the rate has jumped by more than 1,500% in the past five years.
During the same five-year period, cash reserves also declined. Reports from the Saudi
Arabian Monetary Authority show that the country’s total reserve assets were estimated
at US$732 billion (RM3.2 trillion) at the end of 2014, but had fallen to US$499 billion
(RM2.18 trillion) by the end of 2019 – an evaporation of US$233 billion (RM1.08 trillion)
within five years.
These figures show that over the past five years, as Saudi Arabia was borrowing tens of
billions of dollars from abroad, it was also withdrawing a comparable amount from public
reserve assets. Critically, all of these figures date back to late 2019 – before the fall of
oil prices, the Covid-19 outbreak and the associated declines in global travel and
trade. So where has all this money gone?
While it is unclear exactly where all the funds have been directed, a prominent change
during this period was the launch of the Yemen war in March 2015. Other regional
conflicts in Libya and Syria have also become proxy arenas, drawing in various Gulf players.
Riyadh recently announced a massive austerity drive, including US$8 billion (RM34.9
billion) in cuts to its ambitious Vision 2030 reform programme, which has been a key
priority of Crown Prince Mohammed bin Salman. Ultimately, with public debt rising and
reserve assets falling, the economic crisis in Saudi Arabia is on track to escalate in the
months ahead – especially if oil prices fail to bounce back and the Covid-19 pandemic,
which threatens the worst recession since the Great Depression, drags on.
15 May 2020, Middle East Eye11

11

https://www.middleeasteye.net/opinion/saudi-arabia-where-has-all-money-gone
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China refineries loom over
Asia with record oil product
exports

China paying a premium for
select crudes illustrates
return of demand

The rebound in China’s crude oil processing
in April looms large over Asia’s refineries,
which are already battling weak profit margins
from the slump in fuel demand caused by
lockdowns aimed at containing the Covid-19
pandemic.

For a sneak peek at the return of Chinese oil
demand, look no further than the rebound in
price of the nation’s favourite grades.

China’s refineries processed the
equivalent of 13.1 million barrels per day
(bpd) in April, up from a 15-month low of
11.78 million bpd in March, according to
calculations based on official data released
on May 15.
While the higher processing rate reflects a
recovery in fuel demand in China after it lifted
most lockdown restrictions, it also raises the
likelihood that more refined products will
be exported into a well-supplied Asian
market.
There are already signs that China’s
modern, low-cost refineries are playing a
bigger role in Asia’s refined product
markets, with official data showing fuel
exports at a record-high 8 million tonnes
in April, up 10.2% from March and 29.7%
from the same month in 2019.
While a full breakdown by fuel type isn’t yet
available, using a conversion factor of eight
barrels of product per tonne gives a fuelexport figure of 2.13 million bpd. The increase
in fuel exports from China isn’t the sole
reason for the regional weakness in refinery
profit margins, but it certainly is a contributing
factor, and appears to be largely structural
rather than a temporary phenomenon.

In the last few days a Chinese state-owned
refiner bought Brazil’s Lula crude for August
arrival at a premium of about 50 US cents
(RM2.20) a barrel to Brent on a delivered
basis, according to four traders in Asia. That’s
a sharp recovery from the middle of April
when the same grade traded at a discount of
around US$6 (RM26.20).
The price jump comes as factories across
Asia’s largest economy restart and people
return to work, with some favouring their cars
over taking public transport. Crude
processing at China’s independent
refineries is now higher than pre-virus
levels, while fuel demand is also starting
to rebound in India.
Output curbs by the OPEC+ alliance have led
to steep increases in official selling prices by
producers including Saudi Arabia and Kuwait.
Supplies of Basrah oil from Iraq were also
cut to at least three Asian buyers for June
this week, tightening regional balances.
That, in turn, is prompting marketers of crude
from the Americas to Africa to hike offer
levels in Asia, despite ample inventories in
onshore and floating storage.
Offers for Lula into China have been as high
as a US$2 (RM8.74) premium to Brent in
recent days, the traders said, while an
independent refiner paid more for Congo’s
Djeno oil than it did a few weeks ago.

China issued a second batch of fuel
export quotas for this year to domestic
refiners, allowing for 28 million tonnes of
shipments, mainly for gasoline, diesel and jet
kerosene, Reuters reported on May 11, citing
four sources

Oman crude, a popular grade in China, has
surged to the equivalent of a US$2 premium
to Dubai swaps on the Dubai Mercantile
Exchange Wednesday from a discount of
more than US$6 (RM26.20) in mid-April.

18 May 2020, Financial Post

14 May 2020, World Oil

Full report:
https://business.financialpost.com/pmn/businesspmn/china-refineries-loom-over-asia-with-record-oilproduct-exports-russell

Full report:
https://www.worldoil.com/news/2020/5/14/chinapaying-a-premium-for-select-crudes-illustratesdemand-s-return
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